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GRACE ENERGY PROFILE 


G.... Energy Corporation is a diversified 
energy company. Its subsidiaries are engaged in 
supplying services and equipment to the petroleum 
industry, in the exploration for and development 
and production of oil and natural gas, and in coal 
mining. 


In the early 1970s, W. R. Grace & Co., antici- 
pating rising energy costs, began acquiring oil, 
natural gas and coal reserves, as well as acquiring 
and developing oil field services companies. Grace 
Energy Corporation was incorporated in 1979 
under the laws of the State of Delaware. In the third 
quarter of 1989, the Company completed an initial 
public offering; a total of 4,070,000 shares or 
16.6% of the outstanding common stock was sold 
at $22 per share. 


Grace Energy has the largest drilling rig fleet 
in the world, is the major provider of offshore 
workover and well completion services in the Gulf 
of Mexico and is a leading supplier of specialized 
oil field services and equipment. The Company’s oil 
and gas subsidiary provides a stable earnings base 
while seeking to maintain or moderately increase 
its reserves through exploration and development 
activity. The Company has a 50% interest in a coal 
partnership that operates the largest coal mine in 
Colorado. 


Grace Energy is listed on the New York Stock 
Exchange under the trading symbol GEG. It is 
headquartered in Dallas, Texas and has operations 
in 28 states, Canada and seven other countries. At 
year-end 1990, Grace Energy had 4,943 
employees, including the 417 employees of its 
50%-owned coal operation. 
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FINANCIAL SUMMARY 
thousands (except per share) Increase/ (Decrease) 
For the Year 1990 1989 Amount — Percent 
Sales and revenues ....... 000s eeeeeeeeees $500,841 $392,714 $108,127 28% 
CORBIN DONE tel sectece So ea ee 114,607 82,646 31,961 39 
Income before minority interest..............5 22,476 11,943 10,533 88 
Bool, Bae Se So eee 22,476 23,617 (b) (1,141) (5) 
EqHPINGS per: SOC 655.05 coco 5o ss ccccs ¥s0509 91 96 (b) (.05) (5) 
Capital expenditures .........00eeeeeeeceeee 140,296 118,628 21,668 18 
Common shares outstanding.........++.+000 24,570 24,570) — — 
At Year-End 
Bk ee eee ee Per $891,023 $811,169 $ 79,854 10% 
tonpderm:dabt ee 94,049 67,861 26,188 39 
Shareholders’ equity (book value) ............ 578,327 555,378 22,949 4 
Book value per common share... .....0000055 23.54 22.60 94 4 
ee ee amortization, interest expense, income taxes and minority interest, 
(b) Shown on a pro forma reflecting results as if the initial public offering had been 
completed on January 1, 1989. 
KEY INDUSTRY INDICATORS 
Increase/(Decrease) 
Average for the Year 1990 1989 Amount — Percent 
West Texas Intermediate spot oil price ($/Bbl) .. $24.49 $19.61 $4.88 25 % 
Gulf Coast wellhead spot gas 
GRY er are a 1.59 1.60 (.01) (1) 
U.S. active onshore and offshore drilling rigs.... 1,009 869 140 16 
U.S. workover rigs (per Baker Hughes)......... 1,698 1,497 201 13 


OVERVIEW 


A... by increased oil field activity, Grace Energy Corporation’s operating performance 
in 1990 improved significantly over the prior year. Total sales and revenues were $500.8 mil- 
lion, 28% higher than 1989. The Company’s operating profit of $114.6 million for 1990 was 
up 39% from 1989, led by energy services, which reported a dramatic 365% year-to-year 
increase, from $9.7 million in 1989 to $45.2 million in 1990. The increases in sales and oper- 
ating profit outpaced the growth in our industry, as average active U.S. drilling rigs in 1990 
were 16% higher than 1989 and average U.S. active workover rigs grew 13% in 1990. 


Grace Energy’s net income for 1990 was $22.5 million, or 91¢ per share, down 5% from 
1989 pro forma net income of $23.6 million, or 96¢ per share. Excluding accounting benefits 
of $11.5 million in 1989 relating to the former minority interest in Grace Drilling Company, 
net income increased 88%, from $11.9 million to $22.5 million. 


The war in the Middle East has highlighted the U.S.’s energy vulnerability and has caused 
great volatility in the price of oil, with the West Texas Intermediate spot oil price ranging from 
a low of approximately $18 per barrel to a high of approximately $40 per barrel since 
August 2, 1990. However, Grace Energy’s businesses are more dependent on natural gas 
prices and gas-related drilling activity. This winter has been one of the warmest on record 
and has contributed to what we continue to believe is a temporary oversupply of gas in the 
U.S.; first quarter 1991 gas prices were the lowest since the mild winter of 1987. In the short 
term, these low gas prices will have an adverse effect on Grace Energy’s earnings. 


However, we still believe the fundamentals of our business are promising. U.S. energy 
consumption has increased steadily for the last six years, but domestic drilling and reserve 
additions have not kept pace. Grace Energy is well positioned to participate in the long-term 
revitalization of the U.S. energy industry. 


During 1990, Grace Energy continued to acquire assets with strategic importance for 
the future. Grace Drilling acquired the drilling rigs and related equipment of Basin Drilling 
Corp., a subsidiary of Texaco Producing, Inc. Through this acquisition, Grace Drilling added 
quality equipment and crews that complement its existing fleet. Grace Offshore expanded its 
drilling rig fleet by purchasing a 200-foot mat-supported cantilever jackup rig and a 250-foot 
mat-supported slot jackup rig. Grace Petroleum acquired Wolverine Gas and Oil Company, 
Inc.’s working interests in 27 gas wells and eight stripper oil wells in 12 fields in Michigan, 
together with its interests in two pipelines and a gas plant serving these fields. 


In May 1990, Homco International purchased the rental tools and associated assets of 
Land & Marine Rental Company, a subsidiary of Tesoro Petroleum Corporation, expanding 
Homco’s domestic rental tool assets at a substantial discount from the cost of purchasing 
new tools. More recently, Homco acquired the operating assets of the Drill-Rite Division of 
Computalog Ltd., thereby gaining a presence in five new Canadian market areas and 
increasing its service tool inventory. 


Grace Energy plans to continue to focus on the needs of its customers by providing a 
broad range of quality oil field products and services with wide geographic distribution. We 
believe this strategy will also maximize the Company’s value to you, the shareholder. 


GRACE Energy 


A''We often hear it said that the 
‘bottom line’ in business is profit. 
This comes from the fact that the 
last line on an income statement 
is net profit. We need to 
remember though that the ‘top 
line’ on the same income state- 
ment is sales, and there are no 
sales without satisfied customers. 
Without the top line, there is no 


bottom line.’’ 


D. E. Grimm 
President 
Grace Energy Corporation 


1990 REVENUES 


Amount 


$(000) Percent 


WGrace Drilling $149,968 30% 
Wi Grace Offshore 64,649 = 13 


BB Homco 148,543 29 
GEST Services 23,114 5 
WiGrace Petroleum 103,940 21 
(Colowyo 8,964 2 
i Other 1,663 _ 


Total $500,841 100% 


GRACE DRILLING COMPANY 


GRACE 


DRILLING COMPANY 


VUsing a specially modified drill 
bit, the FlowDril system produces 
on ultrahigh-pressure (30,000 
pounds per square inch) stream 
of fluid to cut the formation being 
drilled. 


G.... Drilling Company (“GDC”) has the largest drilling rig fleet in the world, with 190 
rigs located in 18 states, including Alaska. The company worked 156 of its rigs at some time 
during 1990, drilling a total of 786 wells. GDC, headquartered in Dallas, Texas, has worked 
for every major oil and gas company in the U.S. as well as many independent producers. 
GDC responds to its customers’ needs by offering experienced personnel and well-maintained 
equipment in nearly every major drilling area in the United States. 


GDC is also known for its technical expertise. GDC drilled a total of 86 horizontal wells 
in various geological basins (including the Austin Chalk, Bakken Shale and Permian) in 1990, 
making it one of the leading providers of rigs for horizontal drilling. GDC recently set a new 
company record of 4,819 feet for the longest medium radius horizontal displacement well it 
has drilled. The well was drilled in Frio County, Texas to a measured depth of approximately 
13,100 feet. 


Eighty-seven percent of GDC’s rigs are capable of reaching depths of 10,000 feet or 
more. During 1990, GDC completed 22 wells at depths greater than 15,000 feet, making it 
the leader in the drilling of deep wells. 


As part of its continuing effort to provide customers with state-of-the-art drilling tech- 
nology, in April 1990 GDC entered into a partnership with FlowDril Corporation. FlowDril is 
the developer of an experimental ultrahigh-pressure, fluid-jet-assisted system for drilling oil 
and gas wells. The purpose of the partnership is to develop and expand the use of FlowDril’s 
experimental system, which is designed to substantially reduce the time it takes to drill oil and 
gas wells. Field tests in medium-hard and hard formations in East and West Texas have con- 
sistently achieved rates of penetration two to three times those of conventional drilling sys- 
tems. Under the terms of the agreement, GDC supplies financial support, marketing and 
administrative services, drilling rigs and crews to the partnership. FlowDril provides the high- 
pressure drilling system and technical support. GDC and FlowDril will share in the net profits 
of the partnership, which has exclusive rights to use the FlowDril system in the U.S. (onshore 
and offshore) for 25 years. 


GDC continues to pursue a strategy of enhancing its market position by acquiring rigs 
and talented personnel in its active drilling areas. In November 1990, GDC acquired from 
Texaco Producing, Inc. all the operating assets of Texaco’s Basin Drilling Corp. subsidiary. 
These assets consist primarily of 12 drilling rigs and related equipment, including drill pipe. 
Eleven of the rigs are currently available for work, and the other rig will be utilized for spare 
parts. The rigs have depth capacities ranging primarily from 12,000 feet to 22,000 feet. In 
addition to the equipment, this acquisition brought to GDC Basin’s experienced crews and 
supervisors. 


Revenue days of 27,675 in 1990 were 23% higher than in 1989, and GDC’s average 
1990 rig utilization rate was 41% versus 33% in 1989. As a result, revenues of $150.0 million 
in 1990 were up 37% from 1989. GDC outperformed the industry in 1990; the average 
number of active U.S. onshore rigs increased 18%, from 762 in 1989 to 902 in 1990. 


GRACE DREELIN:G ACTIMITY 


Years Ended December 31, 


1990 1989 1988 1987 1986 
Number of wells drilled ................. 786 609 518 584 446 
Number of rigs at end of period .......... 190 183 182 182 164 
GPOSSTIG AGAIONS sicis scoce wus scsue axe ov were oa 12 16 4 34 48 
Rig CENREMENNS: ¢ os sass srs As BEE Ane OR RES BS 5 15 4 16 8 
Average rig utilization rate............... 41% 33% 28% 29% 25% 


Average dayirate « cn. wes os vow caste xen 0 $5,467 $4,941 $5,018 $4,857 $5,365 
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ANo. 307 is a 15,000-foot GDC 


rig operating in South Texas. 


NUMBER OF RIGS BY DEPTH 
CLASS PER AREA 


Number of GDC Rigs 
19904 

9,999 10,000 20,000 

F to Foot 


and 19,999 and 
Division Under Foot Over Total 
Western 10 af 9 76 


Mid-Continent 8 19 12 39 
Southwestern 6 15 2 23 
Southern Q 35 8 43 
Gulf Coast 0 5 4 9 


Total GDC 24 131 35 190 


6 GRACE Energy GRACE OFFSHORE COMPANY 


AThe Vanguard I! is a 300-foot jackup rig operated by GOC in the Gulf of Mexico. 


4GOC has maintained its position as the leading provider of 


workover and well completion rigs in the Gulf of Mexico by staffing 


its rigs with skilled and experienced crews. 


G.... Offshore Company (“GOC”) is headquartered in New Orleans, Louisiana. GOC’s 
Booker Division is the leading provider of offshore workover and well completion services to 
oil and gas companies in the Gulf of Mexico. Eventually, almost all producing wells need to 
be reworked to restore or increase production. Completion refers to work performed after 
the well has reached its target depth and includes setting and perforating the casing, artificial 
stimulation, production testing and equipping the well for production. In periods of high 
drilling rig utilization, well operators usually find that workovers and completions can be 
accomplished most economically using specialized platform workover rigs. With 21 of the 
52 available platform workover rigs in the Gulf of Mexico, GOC is the largest workover/ 
completion contractor in the Gulf. 


GOC is continually looking for ways to provide better service to its customers. In 1990, 
GOC upgraded and modified four of its standard-size workover rigs, and it plans further 
improvements to its rig fleet in 1991. In addition, in 1990 GOC built a pressure test facility 
to enable it to test blowout preventers, high-pressure manifolds and valves prior to placing 


them in service offshore. GRACE OFFSHORE 


In 1988, GOC expanded into the offshore drilling market in order to provide a full range 
of equipment to meet its customers’ requirements. GOC’s Huthnance Division, which is 
responsible for offshore drilling operations, now operates seven jackup rigs and three platform 
drilling rigs. GOC is always seeking to upgrade its drilling fleet. In October 1990, GOC 
entered into a bareboat-charter agreement with Viking Supply Ships A.S. for a 200-foot 
mat-supported cantilever jackup drilling rig. Under the terms of the charter, GOC and Viking 
share in revenue received from the rig after GOC’s operating costs are recovered. GOC let 
its bareboat charter of a 115-foot cantilever jackup rig expire in December 1990. 


GOC’s most recent acquisition, in December 1990, was the purchase of two offshore 
rigs from subsidiaries of the Blystad Group PLC, a publicly traded British corporation, for 
$22.9 million. One of the rigs is a 200-foot mat-supported cantilever jackup rig, and the other 
is a 250-foot mat-supported slot jackup rig. Both are currently being reactivated and are 
expected to be operational by April 1991. 


GOC’s revenues totaled $64.6 million in 1990, a 42% increase over 1989, primarily 
due to higher rig utilization rates and improved rig day rates. Workover rig utilization was 
57% in 1990 versus 51% in 1989; drilling rig utilization was 93% in 1990, up from 76% in 1989. 


PROFILE OF GRACE OFFSHORE Y¥ The Phoenix Il is a 200-foot 
DRILLING RIGS i Bethlehem mat-supported 
a i cantilever jackup rig oper- 

Yaar Beck ee ated by the Huthnance Divi- 

Jackup Rigs Built Design (Feet) (Feet) sion of GOC in the Gulf of 

Phoenix | 1981 Mat-supported cantilever 200 25,000 Mexico. 

Phoenix II 1982 Mat-supported cantilever 200 25,000 i 

Phoenix III 1982 Mat-supported cantilever 200 25,000 

Phoenix IV 198] Mat-supported cantilever 200 25,000 

Phoenix V (o} 1979 Mat-supported cantilever 200 25,000 

Achilles 1981 Mat-supported slot 250 25,000 

Vanguard II (b) 1982 Independent-leg cantilever 300 25,000 

Platform Rigs 

Rig 12 1979 25,000 

Rig 14 1980 25,000 

Rig 15 1981 25,000 


(a) Operated under bareboat charter. 
(b) Managed by GOC. GOC also owns a 19.5% interest and has an option to purchase. 


HOMCO INTERNATIONAL, 


VHomco is a market leader in 
fishing and cutting and pipe 
recovery wireline services, as well 
as the rental of tools, such as the 
blowout preventer pictured below, 
for drilling and workover 


operations. 


H.... International, Inc. (“Homco”), headquartered in Houston, offers specialized oil 
field services and products in 76 U.S. and 16 foreign locations. Homco has a leading market 
position in each of its major service lines, which include fishing and cutting, tool and pipe 
rental, pipe recovery wireline and gas flow measurement. 


With a staff of experienced operators (“fishermen”) supported by an extensive 
service tool inventory, Homco is a market leader in fishing and cutting services in the U.S. 
and Canada. A fisherman is called to the well site when cables, pipe, casing or well bore tools 
have become detached or stuck while in the well or have been accidentally dropped in the 
well and are causing an obstruction. 


An associated service offered by Homco in the U.S. and Canada is pipe recovery wire- 
line. It provides skilled operators and equipment to locate pipe stuck in the well and sever 
the pipe for removal. Tools are run down the well on electrical cable on truck-mounted units 
onshore and on skid-mounted units offshore. After removal of the pipe in the well above the 
stuck portion, fishing operations can resume. 


Homco also provides a full line of rental tools and tubular goods for drilling and workover 
operations. Equipment typically rented includes blowout preventers and associated equip- 
ment, elevators, tongs, slips, drill pipe, heavyweight drill pipe, drill collars and tubing. With 
an extensive rental tool inventory (one of the two largest in the world) in 48 U.S. and two 
foreign locations, Homco is a market leader in supplying rental tools. Homco operates in 
most major drilling and producing areas in the United States and, through a 40% interest in 
Sea Oil Homco Limited, in the North Sea. 


Through its Southern Flow division, Homco provides a complete range of services relating 
to the flow measurement of natural gas from the wellhead through pipelines. 


Homco manufactures Spiral Wate™ drill pipe, which is particularly suited to horizontal 
and directional drilling. The recent increased interest in horizontal drilling has boosted demand 
to near capacity levels for this product. Homco also manufactures and sells tubular goods, 
which constitute a portion of the completion equipment required in producing wells, and is a 
leading distributor of specialized electrical cable and related components for offshore drilling 
rigs and platforms. 


Overall, approximately 75% of Homco’s revenues are generated by its oil field services 
businesses, with the balance coming from specialized manufacturing and distribution opera- 
tions. Homco’s engineering staff supports the company’s service and manufacturing opera- 
tions with assistance in technical problem solving, tool and product enhancements and 
development of new tools and products. 


In May 1990, Homco acquired the rental tool assets and business of Land & Marine 
Rental Company, a subsidiary of Tesoro Petroleum Corporation, for $15 million. Most of the 
15 rental tool locations acquired were combined with existing Homco facilities, allowing 
Homco to capitalize on operating efficiencies. Through this acquisition, Homco also entered 
additional geographic areas, including the Kenai, Alaska region. 


On March 1, 1991, Homco acquired the service tool inventory and certain other assets 
of the Drill-Rite Division of Computalog Ltd. for approximately $6.8 million. The Drill-Rite 
Division provided fishing and cutting and pipe recovery wireline services from nine locations 
in Canada. Homco currently plans to consolidate four of the Drill-Rite locations with existing 
Homco facilities, and the acquisition will give Homco a presence in five new Canadian mar- 
ket areas. In addition, Homco was able to acquire an excellent service tool inventory at a 
significant discount as compared with the cost of purchasing new tools. 


Homco revenues of $148.5 million in 1990 were 43% higher than 1989 revenues 
of $104.1 million due to increased U.S. drilling and workover rig activity, increased market 
share and the previously mentioned successful acquisition of the oil field rental tool assets of 
Land & Marine Rental Company. 


SUPPORT TERMINAL SERVICES, INC. GRACE Energy 


| |, in Dallas, Texas, Support Terminal Services, Inc. (“ST”) operates bulk liquid 
storage and terminal facilities serving both commercial customers and the U.S. government, 

_ providing storage for petroleum, chemicals and other products. Jet fuel pipelines, a smaller 
segment of ST’s operations, deliver government-owned jet fuel to air force bases and naval air 
stations. At December 31, 1990, ST operated 20 facilities in 14 states with total storage 
capacity of 5.9 million barrels. 


ST’s two largest terminals are in Texas City, Texas and Baltimore, Maryland. The Texas 
City terminal, which is a deep-water specialty terminal serving primarily the petrochemical 
industry in the Gulf Coast area, generated approximately 45% of ST’s 1990 revenues. The 
Baltimore terminal, which is also a deep-water specialty terminal handling products such as 
asphalt, fructose, fertilizer and latex for delivery to wholesalers and users, accounted for 
approximately 25% of 1990 revenues. ST’s other terminals handle primarily petroleum prod- 
ucts received by pipeline, tank truck or barge. 


ST maintains its position as one of the top 10 independent bulk liquid storage facilities in 
the United States by staying attuned to its customers’ needs. During 1990, ST added 58,000 
barrels of tankage and modified an existing tank to enable it to meet the demand for storage 
of asphalt at its Baltimore terminal. ST also added tankage at its Texas City terminal and 
purchased a 50% interest in a 308,000-barrel terminal in Milwaukee, Wisconsin. 


Services 


ST’s customers recognize its high standards for environmental safety. In 1990, the com- 
pany continued improvement of its safety and environmental equipment at terminals by 
adding vapor processing machines, new fixed tank roofs over all open tanks and enhanced 
water processing and protection systems. 


ST’s tankage utilization averaged 86.3% in 1990, compared with 83.8% in 1989. Added 


capacity, combined with strong market demand, resulted in revenues of $23.1 million, an 
increase of 22% over 1989 revenues of $18.9 million. 


s T SERVICES 
BB Total Sales — § 
|| Operating Profit — $ 


BB Average Total Terminal Tankage Utilized — Bbls 


§ millions O 2 4 6 8 10 12 14 16 18 20 22 24 


_———— 


OPERATING RESULTS 


1990 thousands 
: Average 
million 0 ] 2 3 4 5 : Total Terminal 
bbls H Operating Tonkage Utilized 
Sales Profit Bbls Percent 


1986 $15,742 $6,972 3,795 74.1% 
1987 14,637 4,790 4,029 80.1 
1988 17,509 7,607 4,033 82.1 
1989 18,938 8,132 4,267 83.8 
1990 23,114 9,976 4,967 86.3 


GRACE Energy 


GRACE PETROLEUM CORPORATION 


G.... Petroleum Corporation (“GPC”), based in Oklahoma City, explores for, develops 
and produces oil and natural gas onshore in the U.S. and, to a lesser extent, Canada. In 
1990, GPC’s oil equivalent production (oil, gas and associated products) was 6.2 million 
barrels, an increase of 4% over 1989, with natural gas production representing approximately 
80% of the total. 


In 1990, GPC spent $24.6 million on exploration and development, an increase of 16% 
over 1989. The result was a 164% increase in proved reserves added from exploration and 
development activities, from 2.0 million oil equivalent barrels (“BOE”) in 1989 to 5.4 million 
BOE in 1990. The proved reserves added in 1990 were at the low cost of $4.55 per BOE 
(or 78¢ per gas equivalent MCF). 


GPC’s exploration emphasis for the past six years has been in the Michigan Deep Basin. 
The foundation of GPC’s Michigan exploration program is a joint venture with Wolverine Gas 
and Oil Company, Inc. Wolverine and GPC have been associated in a successful exploration 
joint venture in Michigan since 1981, and the venture was recently extended through 
December 31, 1993. Approximately one-third of GPC’s 1991 exploration budget is ear- 
marked for the Michigan Basin. 


GPC believes that other attractive exploration opportunities exist in selected areas of 
East Texas and Oklahoma. GPC has technical and operational expertise in these areas, which 
should give it an advantage in evaluating promising exploration prospects. 


Exploration and continued development of existing fields will be areas of major focus 
for GPC’s reserve replacements. While producing 6.2 million BOE in 1990, year-end proved 
reserves declined by only 2.2 million barrels or 5% from 1989. Over the three-year period 
1988-1990, GPC replaced 111% of its production. 


In addition to extending its exploration joint venture agreement with Wolverine, in 
November GPC acquired Wolverine’s working interests in 27 gas wells and eight stripper oil 
wells in 12 fields in Michigan. GPC also acquired interests in two pipelines and a gas plant 
serving these fields. GPC already owned a 31% average working interest in the 27 gas wells, 
so its working interest averages 41% after this acquisition. Of the total estimated reserves 
acquired from Wolverine, 95% are classified as proved developed. 


GPC’s revenues for 1990 were $103.9 million, up 10% from prior-year revenues of 
$94.5 million. Higher oil prices and increased oil and gas production more than offset lower 
gas prices. GPC also benefited from the settlement of gas contract disputes with several of 
its pipeline customers in 1990, receiving payments totaling $8.8 million in 1990, compared 
with $7.3 million in 1989. 


GRACE PETROLEUM OPERATING DATA 
Years Ended December 31, 


1990 1989 1988 1987 1986 
Estimated net proved 
reserves: 
Gas (MMGEF)) s5ais sae & 203,603 213,152 208,045 189,807 215,323 
Oil (MBbls) (a) ............ 7,465 8,062 7,574 7,374 8,811 
Total reserves 
(MABQE) (Giie ans ciere.cossrn 42,569 44,812 43,444 40,099 45,936 
Production: 
Gas (MMGEER)) 2.2.22 aa a: 29,225 28,420 23,783 24,906 23,448 
Oil (MBbls) (a) ............ 1,209 1,120 1,182 1,227 1,593 
Total production 
(MBOE) (6). ensein:eiseaineiare 6,248 6,020 5,283 5,521 5,636 
Average gas price 
BEC MGE: soc m Bak ped is S$. 2:13 $ 2.27 S$: 2,52 $ 2.49 $ 2.82 
Average oil price per Bbl... 22.07 17.71 14.51 16.99 14.98 


(a) Oil includes crude oil, condensate, natural gas liquids and sulfur (converted to BOE at 3.5 barrels per ton of sulfur). 
(b) Gas is converted to BOE at 5.8 MCF of gas per barrel. 


4Grace Petroleum exploring for 
gas in North Dakota. 
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Colowyo Coal Company’s computerized operation can load one railcar per minute. 


Colowyo’s non-union mine produces 4 million tons of low-sulfur, 


high-BTU coal annually. 


C....4 Coal Company (“Colowyo”) is a partnership between Grace Energy and M. A. 
Hanna Company. Colowyo, headquartered in Meeker, Colorado, operates the largest coal 
mine in Colorado. In 1990, Colowyo produced 4 million tons of coal, 83% of which was sold 
under long-term contracts. Colowyo’s remaining proved surface-recoverable reserves are 
approximately 134 million tons of coal. 


Since Colowyo’s low-sulfur, high-BTU coal favorably exceeds the 1990 clean-air act 
standards, the company stands to benefit from this legislation. It could place a premium on 
Colowyo coal in two ways: first, high-sulfur coals may be blended with low-sulfur coals in 
order to comply with governmental emission standards; second, plants that use low-sulfur 
coals may receive tax credits for emission reductions in excess of government standards. 


In June, Colowyo signed a five-year sales contract to supply coal to Coors Energy 
Company, a wholly owned subsidiary of Adolph Coors Company. On July 1, 1990, Coors 
began purchasing 330,000 tons of coal per year, or a total of 1,650,000 tons through 
June 30, 1995. Colowyo has supplied Coors with coal for several years under both spot and 
intermediate-term contracts. Coors burns Colowyo’s low-sulfur coal to heat boilers at its 


facility in Golden, Colorado. 


On March 30, 1990, Colorado-Ute Electric Association, Inc., one of Colowyo’s long-term 
contract customers, filed for Chapter 11 bankruptcy protection. Under an interim agreement 
effective through March 31, 1991, Colowyo is selling coal to Colorado-Ute in the amounts 
specified in its contract, but at the current spot market price rather than the higher long-term 
price specified in the contract. The shortfall between the spot market price and the higher 
long-term contract price will be a claim in the bankruptcy proceedings; this claim may not 
be fully recoverable. It is anticipated that further extensions of the interim agreement will be 
granted until the bankruptcy is resolved (expected to occur during 1991). In July 1990, 
Victor H. Palmieri was appointed as trustee for Colorado-Ute by the bankruptcy court, and 
Colowyo is discussing with him the possibility of revising its contract with Colorado-Ute. A 
settlement would likely have a favorable impact on Colowyo earnings. 


In 1984, the United States Bureau of Land Management (“BLM”) increased royalties 
payable under Colowyo’s coal lease with the U.S. government from 20¢ per ton to 12.5% 
of net sales, which varies depending on coal prices but typically was over $2.50 per ton. 
Colowyo’s three long-term sales contracts specify that such increases be passed through to 
Colowyo’s customers. The increased royalties were disputed by Colowyo on behalf of its 
customers, but in October 1990 the Supreme Court refused to hear Colowyo’s appeal of an 
adverse lower court ruling, thus exhausting Colowyo’s last legal recourse. Colowyo collected 
the royalties from two of its customers and remitted them to the BLM prior to year-end 1990. 

It is anticipated that Colowyo will pay the $18.9 million Colorado-Ute portion of these accrued 
royalties in March and April 1991. This $18.9 million receivable is part of Colowyo’s bank- 
ruptcy claim, and it is currently anticipated the claim will be substantially recovered. 


For further discussion of the Colorado-Ute bankruptcy, 
see the Notes to the Consolidated Financial Statements 
and Management's Discussion and Analysis. 


>» One of Colowyo’s 170-ton trucks transports topsoil for reclama- 
tion. Colowyo has won numerous awards for its reclamation 
efforts. 


MANAGEMENT’S RESPONSIBILITY FOR 
FINANCIAL REPORTING 


Management is responsible for the preparation, as well as the integrity and objectivity, of the 
financial statements and other financial information included in this annual report. The finan- 
cial statements and other financial information have been prepared in conformity with gen- 
erally accepted accounting principles and, accordingly, include certain amounts that represent 
management's best estimates and judgments. 


Prior to the Company’s initial public offering, management maintained long-standing internal 
control systems established by W. R. Grace & Co. to assist it in fulfilling its responsibility for 
financial reporting. As a separate reporting entity, management continues to utilize these 
internal control systems, including careful selection of personnel, segregation of duties, formal 
business, accounting and reporting policies and procedures and extensive use of 

W. R. Grace & Co.’s internal audit function, and has tailored these systems where necessary 
to meet its specific needs. While no system can ensure elimination of all errors and irregular- 
ities, the systems, which are reviewed and modified in response to changing conditions, have 
been designed to provide reasonable assurance that assets are safeguarded, policies and 
procedures are followed and transactions are properly executed and reported. The concept 
of reasonable assurance is based on the recognition that there are limitations in all systems 
and that the cost of such systems should not exceed the benefits to be derived. 


The Audit Committee of the Board of Directors, which is comprised of directors who are nei- 
ther officers nor employees of the Company or of W. R. Grace & Co., meets with the Com- 
pany’s senior financial personnel, internal auditors and independent accountants to review 
audit plans and results as well as the actions taken by management in discharging its 
responsibilities for accounting, financial reporting and internal control systems. The Audit 
Committee reports its findings, and also recommends the selection of independent account- 
ants, to the Board of Directors. Management, the internal auditors and independent 
accountants have direct and confidential access to the Committee at all times. 


The independent accountants are engaged to conduct audits of and render a report on the 
financial statements in accordance with generally accepted auditing standards. These stan- 
dards include a review of the systems of internal controls and tests of transactions to the extent 
considered necessary by them for purposes of supporting the opinion set forth in their report. 


REPORT OF INDEPENDENT ACCOUNTANTS 


E 


To the Board of Directors and 
Shareholders of Grace Energy Corporation 


= 

In our opinion, based upon our audits and the report of other auditors, the accompanying 
consolidated balance sheet and the related consolidated statements of income, of cash flows 
and of changes in shareholders’ equity present fairly, in all material respects, the financial 
position of Grace Energy Corporation and its subsidiaries at December 31, 1990 and 1989, 
and the results of their operations and their cash flows for each of the three years in the 
period e December 31, 1990, in conformity with generally accepted accounting princi- 
ples. These financial statements are the responsibility of Grace Energy Corporation’s man- 


fe did not audit the financial statements of Colowyo Coal Company, a 50%- 

ip, which statements reflect the Company’s share of partnership earnings of . 

$17,581,000 and $16, 156,000 for each of he three years in the period ended ‘rice Waterhouse @y 
1, 1990. Those statements were audited by other auditors whose report thereon 

nished to us, and our opinion expressed herein, insofar as it relates to the 

uded for Colowyo Coal Company, is based solely on the report of the other 

conducted our audits of these statements in accordance with generally accepted 

auditing ards which require that we plan and perform the audit to obtain reasonable 

assurance about whether the financial statements are free of material misstatement. An audit 

includes ining, on a test basis, evidence supporting the amounts and disclosures in the 

financial = assessing the accounting principles used and significant estimates made 

by management, and evaluating the overall financial statement presentation. We believe that 

our audits the report of other auditors provide a reasonable basis for the opinion 

expressed above. 
= 
As discussed in Note 3 to the financial statements and in the other auditors’ report, one of 
Colowyo Coal Company’s major customers filed a voluntary Chapter 11 bankruptcy petition 
in March 1990. At December 31, 1990, Colowyo Coal Company had Pre-Petition claims of 
$23,117, 000 due from this customer as well as a long-term coal contract with this customer. 

In light of the customer's financial difficulties, there can be no assurance as to the customer's 
ability to pay the Pre-Petition claims due or to honor the long-term coal contract on its 
present terms. No provision for any loss on the Pre-Petition claims has been made in the 
accompanying financial statements. 


As ——— in Note 6 to the financial statements, Grace Energy Corporation changed 
its method of accounting for income taxes in 1988 under its tax allocation policy with 
W. R. Grace & Co. 


Dallas, Te 
February 6, 1991 


CONSOLIDATED BALANCE SHEET 


thousands (except per share) 
December 31, 
1990 1989 
ASSETS 
Current Assets 
a ae eS i eT reer eres $ 9,083 —$ 9.081 
Accounts and notes receivable, less allowance of $4,073 (1989 — $3,635)......... ccc ceeeeeeeuees 121,839 97,962 
Inventories, at lower of average cost or market ... 00... cece cece eee e cere veeeeeeeererretttereres 22,191 24,347 
ib neer: un pirat ame aa sae 9S 0 ERs 6 55 0 5 SS RF CREST Bs 2 09 Fo WEED ay AS TEESE 9,126 11,163 
pee | SS ee ee ee ee 162,239 142,553 
oa ge na ee RE SSS ee ee ee ee 28,791 27,654 
RE LS SSS ee SS 645,904 591,579 
oe. SS Se a a eee ee eee 29,964 24,440 
Goodwill, less accumulated amortization of $8,603 (1989 - $7,785) ..... 00. c cece cece eee en ee eenees 24,125 24,943 
$891,023 $811,169 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current Liabilities 
2) 3 SSS SS SS ee er $ 72,147 $ 62,026 
Income taxes - primarily payable to Grace. ..... 0... cece cece cere ett e erect tees eeeseseeees 7,454 3,201 
SE ke. See Ss oe SS er ee 38,079 24,026 
IGE Coren ONINes= +56. Ss Se Sh od kw 117,680 89,253 
Long-term debt - primarily payable to Grace... .. 2.2... 2c ccc cece cece cece scene enececeseeseenes 94,049 67,861 
OT ek SS eS ee oe eee 81,739 73,189 
Deferred income and other noncurrent liabilities .. 2... 2... ce cece eee ene e cece eeees 19,228 25,488 
Shareholders’ Equity 
Preferred stock, par value $1.00 per share; 1,000 shares authorized; 
8 PSS eee — = 
Common stock, par value $1.00 per share; 100,000 shares authorized; 
2a Fe RAS CORE RINNE en a Sao a SES WS Si 24,570 24,570 
Lf Sa SS eS ee ee 426,857 426,857 
pk i) eet eS ee SS ee 126,970 104,494 
eg ig eg SS re eee (70) (543) 
i eS SS eee 578,327 555,378 
rE SS Se ee i ~ 
$891,023 $811,169 


The Company follows the successful efforts method of accounting for oil and gas producing activities. 
The accompanying notes are an integral part of the Consolidated Financial Statements. 


CONSOLIDATED STATEMENT OF INCOME 
thousands (except per share) 


Years Ended December 31, 
1990 1989 1988 
Rev 
eS ee SSS $345,343  $244.036 $217,217 
a eee 134,200 116,146 111,902 
bi ge 2 10,246 19,280 17,165 
SSS SS SS ee 11,052 13,252 11,720 
500,841 392,714 —_ 358,004 
Costs Expenses 
oo ef 286,061 219,361 191,280 
OS SS SSS SSS 59,470 50,439 47 874 
Depreciation, depletion and amortization... 66... cece ee eee cece ee ceeueeeeeererers 75,974 66,491 59,201 
General CdSe he SS SSS 37,614 34,961 29,632 
Interest ss ee 5,681 3,100 = 
Se 3,089 5,307 10,895 
467,889 379,659 338,882 
Income income taxes, minority interest and cumulative 
0 Se SSS SSS SS SSS SS 32,952 13,055 19,122 
oo 3) SS SS SE 10,476 1,412 7,314 
Income minority interest and cumulative effect of accounting change ............. 22,476 11,943 11,808 
Minority i ‘Sie Ge ee |e ee ee Se ~- 11,476 9,932 
Income e cumulative effect of accounting change ...........0. sce e cece eee ee eee 22,476 23,419 21,740 
Comulative effect of change in accounting for income taxes, 
net of net 64 46... oe - - 13,311 
Net BR sarin e Fn Se 600 one oe cee EOS e+ ness es $ 22,476 §$ 23,419 $ 35,051 
Pro forma net income 
Netneone t tepetled . <5... 5 Sa ee a ee $ 23,419  $ 35,051 
Cumu Silect GF accountings COBO =x aces cee es ee — (13,311) 
Protornia. adjustments (unaudited) ics v 5 «<5 nov cceeSeDpRSEE ERs eect esr csce sas 198 (1,874 
Pro forma Pe $ 23,617 $ 19,866 
: 
Earnings per share 
ee $ 9 3 95 $= =.43 
Cumulative effect of accounting change ..... +. scrsececercecreterecrsertrtreeers - — (.54) 
Pro forma adjustments (unaudited) ... 2... 2... ccc cece cece cece ceceesuceeees = .01 {.08) 
per share (pro forma and unaudited in 1989 and 1988) .............-..-- $ —— os 81 
ru ) ———————— Ee 24,570 24,570 24,570 


SS 


MINOT 


ONSOLIDATED STATEMENT OF CASH FLOWS 


Years Ended December 31, 
1990 1989 1988 
Cash Flows from Operating Activities 
2 SS SS $ 22,476 $ 23,419 $35,051 
Adjustments to reconcile net income to cash provided by operating activities 
Cumulative effect of accounting change ........... cece ce ces eens e eee eeneneuees _ _ (13,311) 
Depreciation, depletion and amortization ........ccccceeceereneeesenneennensers 75,974 66,491 59,201 
oe Se ee ere 9,000 7,794 2,734 
Equity in undistributed earnings of affiliates ©... 1... ccc cece cence eee n een eeuenns (5,637) (6,955) (6,755) 
Gain on property and equipment disposals ...........-.. 22 eee eee eee cence eeees (5,036) (4,716) (2,724) 
Minority interest in losses of subsidiary ... 2... 2.2... ccc cc eee cee cece eee eeees _ (11,476) (9,932) 


96,777 74,557 64,264 
Changes in current assets and current liabilities 


Decrease (increase) in accounts and notes receivable ..............600cceeeeeee (23,877) (14,126) 3,037 
Decrease (increase) in inventories and other current assets............eeeeeee eens 4,193 (1,128) (1,316) 
Increase in accounts payable and other current liabilities... ...............-20045 23,964 12,769 4,371 
Increase (decrease) in income taxes... . 2... ccc cece eee cece ene eeeeeneeees 3,165 (3,606) 5,954 
Decrease in deferred income and other noncurrent liabilities... ...........0e cece eee (774) (2,656) (2,778) 
Oe fp Ee ee a eS Pee. a area eee reas a (958) 4,098 4,328 
J Se ee SS Se EES 1,815 (1,591) 1,699 
er Pegg ee eae eee ee er ee 104,305 68,317 79,559 
Cash Flows from Investing Activities 
gin pe ee eee (138,734) (114,800) (62,956) 
sey) LEiRi i a (5,890) (1,400) (2,000) 
Duern eg: ORION, SIOE OF COUN 5 5 555.5555 25% 55 55s ons ede FOR AT es Oe 65 4a FOES — - (8,099) 
(Ses ae See 14,875 12,301 6,169 
ee 2 SS eS (129,749) (103,899) 66,886) 
Cash Flows from Financing Activities 
Net proceeds of initial public offering ...... 2.2... 0 cece cece cece cece csececeseees — 82,469 _ 
Net revolving credit advances from Grace and changes in other long-term debt......... 25,446 36,573 - 
Reduction in promissory note payable to Grace. ...... 6... eee cece cece eee eee ee ees _ (82,793) _ 
J Se SS Se SS ee _ (1,299) (10,731) 
Cash provided by (used in) financing activities ................... 0 cece ee eeeeee 25,446 34,950 (10,731) 
Net Increase (Decrease) in Cash ........ 2.0.0... ccc cece cece cece eeeeeeees 2 (632) 1,942 
a, Danae 6 100 = Ss es Ss 9,081 9,713 7,77) 
2 8. Se $ 9,083 $ 9081 $ 9,713 
Supplemental Information 
ia SS SS $ 5,949 $ 2,975 = 
taut pad te eluinded yi Coe... ... | Ss (639) 4,015 § (1,613) 


The accompanying notes are an integral part of the Consolidated Financial Statements. 


CONSOLIDATED STATEMENT OF CHANGES 
ch s AREHOLDERS’ EQUITY 
Foreign 
Common Paid in Retained Currency 
Stock Capital Earning: Translation Total 

Balance at January 1, 1988.................... $ 20,500 $ 348,458  $ 168,048 $(1,238) $ 535,768 
SSS eS Se -_ _ 35,051 _ 35,051 
J SES = ee _ - (10,731) — (10,731) 
SE i Sees SS SS aS - - - 761 761 
a eae _ — 6 — 6 
Balance at December 31, 1988 ................. 20,500 348,458 192,374 (477) 560,855 
LSS See eS SS —_ - 23,419 — 23,419 
R es to Grace (through March 31, 1989)........ _ _ (1,299) _ (1,299) 
BP to-Grace.. .... ., eget ee _ _ (110,000) - (110,000) 
RC OHGFING: .. 5 o:s <n evbad eae ae TEs tan 4,070 78,399 _ _ 82,469 
aGusiments.. . os. 252 Saar Sa Ss _ _ _ (66) (66) 
Balance at December 31, 1989................. 24,570 426,857 104,494 (543) 555,378 
ho ee _ — 22,476 _ 22,476 
Tro GSINIONNS. . 0. a vas 5 5 0a Re _ — _— 473 473 
Balance at December 31, 1990................. $24,570 $426,857 $126,970 $ (70) $578,327 


The accompanying notes are an integral part of the Consolidated Financial Statements. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
§ thousands (except per share) 


Note 1-Organization 


Grace Energy Corporation (“GEC”), a Delaware corporation incorporated in 1979, and its 
subsidiaries and affiliates (collectively, “the Company”) supply services and equipment to the 
petroleum industry; explore for, develop and produce oil and natural gas; and mine coal. 


In the third quarter of 1989, GEC completed its initial public offering of 4,070,000 shares 
of its common stock. Net proceeds from the offering were $82,469. These proceeds were 
used to reduce a promissory note payable to a subsidiary of W. R. Grace & Co. (“Grace”), 
which owned 83.4% of GEC’s outstanding common stock at December 31, 1990. See Notes 
5 and 8. 


Note 2-Significant Accounting Policies 


Consolidation. The Consolidated Financial Statements include the accounts of GEC and its 
majority-owned subsidiaries. Investments in 20%- to 50%-owned affiliates are accounted for 
under the equity method. All material intercompany accounts and transactions have been 
eliminated. 

Exploration and development. The successful efforts method of accounting is used for oil and 
gas exploration and production operations, Costs of exploratory dry holes, geological and 
geophysical costs and delay rentals are expensed, and costs of successful wells and develop- 
ment dry holes are capitalized. Development costs incurred to obtain access to proved 
reserves (including leaseholds, intangible drilling costs and lease and well equipment) and to 
provide facilities for extracting, treating, gathering and storing oil and gas are capitalized. 
Property acquisition costs. Costs of acquiring proved and nonproducing oil and gas leasehold 
interests are capitalized. Periodic valuation provisions for impairment of nonproducing prop- 
erties are expensed. 


Depreciation, depletion and amortization. Capitalized costs of proved oil and gas properties 
are amortized (depleted) by the unit-of-production method on a field-by-field basis utilizing 
rates based on estimates of reserves. Properties and equipment are depreciated using the 
straight-line method based upon the following estimated useful lives: 


sees Useful 
Drilling equipment (excluding drill pipe and collars)... 2.0... .c eee eeues 3 to 20 Years 
2 SS eS SS 950 Days* 
Rental and service tools and transportation and other equipment .......... 3 to 8 Years 
Sorage-cnd termined DUNNE axis ens ee es SS eas ees 10 to 30 Years 


* Drill pipe and collars are depreciated using an operating days method. 

Expenditures for maintenance, repairs, renewals and betterments that do not significantly 
extend the useful lives of assets are expensed as incurred. The cost of property retired or sold 
and the related accumulated depletion or depreciation are removed from the accounts, and 
the resulting gain or loss, if any, is reflected in income. 


the rate in the contract. Revenue from a turnkey or footage contract is ei 
on the ee method based on progress to date compared with the esti- 
mated d. complete performance of the contract. A loss is recognized in any period when 
contract costs are estimated to exceed contract revenues. At December 31, 1990, the 
Company had no drilling contracts with terms of more than one year. 


Goodwill. Goodwill arises from certain purchase transactions and is amortized using the 
straight-line method over 40 years. Such amortization amounted to $818 in each of the three 
years d December 31, 1990. 


Earnings Pi r Share. Earnings per share in 1990 were based on the actual weighted average 
number of shares of common stock outstanding and in 1989 and 1988 on the shares out- 
standing following the initial public offering (24,570,000 in each period). 


Accounting Change. Effective January 1, 1988, the Company adopted the methodology of 
Statement of Financial Accounting Standards (“FAS”) 96, “Accounting for Income Taxes,” 
pursuant to its tax allocation policy with Grace. See Note 6. 


Pro Forma diustments. Operating results of the Company prior to completion of its initial 
public in the third quarter of 1989 are adjusted to reflect (1) interest expense that 
would have been incurred had the proceeds of the offering reduced the principal amount of 
a promissory note payable to Grace to $27,207 as of the beginning of 1988 and (2) addi- 
tional | and administrative expenses (including audit fees, fees for legal and financial 
services and shareholder relations costs) that management estimates would have been 
incurred if the Company had been publicly held since the beginning of 1988. See Notes 5 
and 8. 


Seicaiienions Certain items in 1989 and 1988 have been reclassified to conform with the 
1990 tation. 
Note 3-Investments in and Advances to Affiliates 


The Com y has equity investments of 50% or less in partnerships and companies engaged 
in energy gas processing and coal mining. A summary of financial information of 
these affiliates (100% basis) is set forth below: 


1990 1989 1988 

See $ 39,416 $ 54028 $ 47,864 

INOMCUITONE CSCS co nooo 5 coc cceh sts eeesessets 144,663 145,675 147,181 

Current liabilities.............0-s0+seeceeseess 44,774 59,968 49,191 

Noncurrent See 87,606 103,538 121,443 

= == SS eee 116,319 133,175 126,509 

ot: SS errr 43,000 58,410 53,267 

Net income SS SS See 24,414 39,457 35,284 
A summary of the Company's proportionate share 

of such affiliates follows: 
SSS SS ee $ 10,246 $19,280 $ 17,165 
dividends received, net ....... 4,609 12,325 10,410 


value of investments ..............-- 28,791 27,654 27,848 


O CONSOLIDATED FINANCIAL STATEMENTS 
U 


T 
INUED) 


Distributions from Colowyo Coal Company (“Colowyo”), a 50%-owned coal mining 
partnership included in the preceding table, have exceeded the Company's initial investment 
in Colowyo and its share of Colowyo’s subsequent earnings by $14,140 and $19,626 at 
December 31, 1990 and 1989, respectively. The excess distributions have been reflected in 
other noncurrent liabilities in the Consolidated Balance Sheet; however, Colowyo’s indebted- 
ness is without recourse to the Company. 


On March 30, 1990, Colorado-Ute Electric Association, Inc. (“Colorado-Ute”), a major 
customer of Colowyo, filed a voluntary bankruptcy petition under Chapter 1] of the federal 
bankruptcy law. In April 1990, Colowyo reached an interim agreement to continue to supply 
coal to Colorado-Ute. Under this agreement and subsequent extensions, Colowyo has pro- 
vided coal in the amounts specified in its long-term contract with Colorado-Ute, but at cur- 
rent spot market prices rather than the higher price specified in the long-term contract. The 
principal terms of the interim agreement have been extended through March 31, 1991, and 
it is anticipated that further extensions of the interim agreement will be granted until the 
bankruptcy is resolved. The difference between the spot market price and the higher long-term 
contract price will be a claim in Colorado-Ute’s bankruptcy proceedings; however, such claim 
may not be fully recoverable. At December 31, 1990, Colowyo had filed a Pre-Petition claim 
with the bankruptcy court for the following amounts due from Colorado-Ute: 


Trade accounts receivable for March 1990 coal shipments. ................-++5 $ 4,168 
Coal royalties and related interest (discussed below) ............000ceceeeeeee 18,928 
3 SSeS oe ee eee 21 

$23,117 


At December 31, 1990, Colorado-Ute owed Colowyo $18,928 for federal coal lease 
royalties and interest passed through to Colorado-Ute under its long-term contract. These 
royalties, as well as those applicable to other customers, were the subject of a dispute with 
the United States Bureau of Land Management (“BLM”) related to a 1984 royalty increase. 
In October 1990, the United States Supreme Court refused to hear the case, terminating the 
dispute. Colowyo collected the royalties and interest related to its other long-term contract 
customers prior to year-end 1990 and remitted such amounts to the BLM. It is anticipated 
that Colowyo will pay Colorado-Ute’s portion of these previously accrued royalties and 
interest in March and April 1991. The amount collectible from Colorado-Ute for the royalties 
and interest will be determined in accordance with the plan of reorganization in Colorado- 
Ute’s bankruptcy proceedings, and there is no assurance that Colorado-Ute will pay its full 
$18,928 share of the uncollected royalties and interest discussed above. In addition, while 
Colowyo expects that Colorado-Ute will continue to extend the interim agreement discussed 
above, there is no assurance that it will continue to honor its coal supply contract with Colowyo 
on its present terms or continue to extend the interim agreement. In addition, the Company 
cannot predict whether or to what extent any purchaser(s) of Colorado-Ute’s assets may 
assume the coal supply contract with Colowyo on its present or revised terms or Colorado- 
Ute’s obligation to pay its share of such royalties and interest. However, management is of 
the opinion that the Pre-Petition claim will be substantially recovered and, accordingly, the 
Company does not believe a reserve against its $11,559 share of the claim is appropriate. 


on” Fist eee See ees $ 7,594 $$ =753 


OE SSS SS SSS SS 37,299 35,227 
Ge eid GG DrODerhes ..5... 0 cen Sao 651,345 678,043 
Drilling rigs and related equipment .........-++.eeeeeeees 477,059 434,172 
Rental and Se eee 249,136 209,167 
Machinery and transportation and other equipment......... 137,532 131,131 
1,559,965 1,495,299 
Accumu depreciation, depletion and amortization...... (914,061) (903, 720) 


$ 645,904 $ 591,579 


‘s payment obligations and guaranteed the Company's performance of all other 


obligations ing to the rigs under such arrangements. 
Rental expense under operating leases totaled $7,017, $6,603 and $6,055 in 1990, 1989 
and 1988, respectively. At December 31, 1990, minimum future payments under operating 


ee ey 


er i i i a er ary 


ee 


eee 


ee 


a ey 


ee 


promissory note ($4,625 face amount less 
discount based on imputed interest rate of 10.5%). . 3,292 3,880 
7 


Less ts due within one year (included in other current 
liabilities in the Consolidated Balance Sheet)..............00005 519 309 


$Sdiedided inaluciies of debt lother thon inlebiednaal GeRaea=ctisionding of 
-31, 1990 are as follows: 1991 - $519; 1992 - $971; 1993 - $432; 1994 - $430; 
and 1995 - $444. 


O CONSOLIDATED FINANCIAL STATEMENTS 
U 


Grace has agreed to advance up to $100,000 to the Company on a revolving basis 
until March 31, 1992. Such advances bear interest at Grace’s 30-day commercial paper rate 
(as adjusted to an effective annual rate) plus 0.25 of a percentage point (8.938% at 
December 31, 1990). See Note 8. 


In June 1989, the Company paid a dividend to Grace in the form of a promissory note 
in the principal amount of $110,000, and proceeds from the initial public offering were used 
to repay a portion of the note. This note bears interest at the same rate as the revolving credit 
advances described above and is payable on demand after March 31, 1993. The pro forma 
net income for 1989 and 1988 in the Consolidated Statement of Income reflects interest 
expense as if the $27,207 principal amount of the promissory note payable to Grace had 
been outstanding since the beginning of 1988. 

The 6% secured promissory note, due in 1996, is collateralized by drilling and other 
equipment with a net book value of $6,376 at December 31, 1990. 


Grace is a party to various loan agreements with institutional and other lenders under 
which the Company is subject to certain financial restrictions. These restrictions include certain 
limitations on the Company’s ability to incur debt, to subject its properties to liens and 
encumbrances (except as permitted) and to enter into long-term leases (other than leases of 
office space and equipment). The restrictions may be modified only by agreement with the 
lenders. The Company does not believe these restrictions will materially affect its future 
operations. 


Note 6-Income Taxes 


For federal and certain state income tax purposes, the Company’s taxable income is included 
in the consolidated tax returns of Grace. Grace follows a policy of allocating a portion of its 
consolidated federal income tax provision to the Company in an amount generally equivalent 
to the provision that would result if the Company were to file a separate consolidated income 
tax return, except that the Company’s utilization of net operating losses and tax credits (other 
than foreign tax credits) has not been limited by the separate return calculation. Such credits 
are applied as a reduction of the current tax provision in the year they arise. It is expected 
that the Company’s taxable income will be included in Grace’s consolidated tax returns 

so long as Grace owns shares representing at least 80% of the voting power and value of 
the Company. If the Company ceases fo be included in Grace’s consolidated returns, the 
Company would be required to reimburse Grace (without interest) for the amount of (1) any 
tax credits the Company may carry forward to the extent that such credits have reduced 
amounts theretofore payable to Grace and (2) any tax benefits recognized by the Company 
that have not resulted in tax benefits to Grace. 


Effective January 1, 1988, Grace adopted, on a prospective basis, the liability method 
of accounting for income taxes pursuant to FAS 96. Accordingly, the Company began fol- 
lowing the methodology of FAS 96 at that time. The cumulative effect of changing the method 
of applying the tax allocation policy pursuant to FAS 96 methodology was to increase the 
Company’s net income for the year ended December 31, 1988 by $13,311; the effect on the 
1988 tax provision was immaterial. The major temporary differences at December 31, 1990, 
1989 and 1988 were depreciation, depletion and intangible drilling costs. 


The ision for (benefit from) income taxes consisted of: 


See ee SS $ (706) $(7,835) $ 1,348 
= SS ag ee eee 939 269 1,561 
. See es SS 1,243 884 1,671 


rce of income before income taxes, minority interest and cumulative effect of 
change for financial reporting purposes follows: 


1990 1989 1988 
Sie ee ee $30,204 $11,032 $15,310 
aS Se Cee EE er ee 2,748 2,023 3,812 


$32,952 $13,055 $19,122 


ciliation of the statutory federal tax provision to the effective tax provision follows: 


1990 1989 1988 

at the federal statutory rate of 34% ..... $11,204 $ 4,439 §$ 6501 
statutory depletion ................2005 (1,090) (1,424) (1,324) 

State taxes, net of federal effect.................05- 620 178 1,030 

Adju of estimated income tax liabilities 

SS (700) —_(1,833) = 

= Pe ee ee 442 (248) 1,107 
ee eS ae eee ee ee $10,476 $1,112 §$ 7,314 


Note 7-Pension, Benefit and Incentive Plans 


A majority of the Company’s employees are covered by Grace’s defined benefit pension plans 
for salaried and hourly employees. Pension benefits under these plans are generally based 
on final average annual compensation and years of credited service. Grace determines pen- 


e of assets in these plans exceeded the projected benefit obligations. Credits to 
y totaled $4,423, $1,951 and $2,641 in 1990, 1989 and 1988, respectively. 


31, 1990, substantially all of the Company’s salaried employees (excluding 

those of Colowyo) were eligible to participate in the Company’s Savings and Investment Plan. 

(Effective ary 1, 1991, certain hourly employees became eligible to participate in the 

, the Company matches one-half of a participant's savings up to 6% of 

com ion. The Company’s expense under this Plan (and similar Grace plans, prior to 

January 1, 1990) totaled $1,253, $1,052 and $1,127 in 1990, 1989 and 1988, respectively. 
yees of Colowyo are eligible to participate in a separate savings plan. 
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Options to purchase shares of GEC common stock have been granted to officers and 
other key employees pursuant to a Stock Incentive Plan established in August 1989 and 
amended in May 1990. Options are granted with an exercise price equal to the market value 
of the common stock on the date of grant, become exercisable at various dates up to three 
years from the date of grant and terminate 10 years from the date of grant. Changes in out- 
standing options are summarized below: 


Average Option 
Shares Price Per Share 


3 = 266,800 $22.00 
Outstanding at December 31, 1989 
Og 266,800 22.00 
2 ee Se 260,800 19.09 
Outstanding at December 31, 1990 
(330,000 shares exercisable)... 2.2... 2. e cece e eee eee eens 527,600 20.56 


Options covering 42,400 and 53,200 shares were available for the granting of additional 
options at December 31, 1990 and 1989, respectively. 


Certain health care and life insurance benefits are provided to retired employees of the 
Company. Substantially all employees become eligible for these benefits if they have met 
certain age and service requirements at retirement. The Company currently recognizes the 
costs of these benefits on a cash basis. In December 1990, FAS 106, “Employers’ Accounting 
for Postretirement Benefits Other than Pensions,” was released. FAS 106 concluded that post- 
retirement benefits represent a form of deferred compensation and these obligations should 
be recognized on an accrual basis. The Company will be required to adopt the provisions of 
FAS 106 in its 1993 financial statements but could adopt it earlier. The adoption of this State- 
ment will decrease the Company’s earnings in the year of adoption and subsequent periods 
but will not affect cash flow. The Company is assessing the impact of the adoption of this 
Statement on its earnings and financial position, but an accurate estimate of such impact 
cannot be determined until additional information is available. 


Note 8-Related Party Transactions 


Effective April 1, 1989, deposits of excess cash by the Company with Grace bear interest at 

Grace's 30-day commercial paper rate (as adjusted to an effective annual rate), and 

advances by Grace to the Company bear interest at such rate plus 0.25 of a percentage 

ao See Note 5. Prior to April 1, 1989, such deposits and advances were on an interest-free 
is. 

Grace provides the Company certain legal, financial, administrative and other staff 
functions and services. In connection with its initial public offering, the Company entered into 
an agreement with Grace whereby these functions and services are provided by Grace at 
stipulated fees based on Grace’s cost; such fees totaled $325 in 1990 and $95 for the period 
in 1989 following the public offering. The costs of these and additional functions and services 
prior to the public offering, which management estimates would have been incurred if the 
Company had been publicly held and if Grace had charged the Company for such functions 
and services, have been allocated on a basis deemed reasonable by management and are 
included in the unaudited pro forma net income in the Consolidated Statement of Income 
and as discussed in Note 2. In addition, Grace obtains, through outside carriers, substantially 
all of the Company’s insurance and has charged the Company therefor (both before and after 
the public offering). 


April 1, 1989 which are reflected in shareholders’ equity: 


Three Months 
Ended 
March 31, 1989 


Insurance charges (credits)..........00+eeeeeeeeeeeeceees $ (22) 
Federal, state and local taxes (benefits) .........00eeeeeeee 1,161 
Pensions, savings and investment plan and other 

empinges-benelt charges: > a. 2,183 
SO SS SS pre eS ee (4,621) 
Raritiences to Grace. «3... nn oe ee ee $(1,299) 


Year Ended 


December 31, 


1988 


$ 16,075 
(1,613) 


8,923 
(34,116) 
§(10,731) 


a8 ~pressure driling system eee by FlowDril for use on conventional 
igs. The system has been designed to greatly accelerate the rate of penetration by 
. Grace Drilling supplies the partnership with financial support, drilling rigs and 


partnership and provides technical assistance. The partnership has exclusive use 
Dril system in the United States (both onshore and offshore) for 25 years. 


1990 1989 

consisted of. 
tertaic-ond supplies =..50c ok. ve cee ee $ 2,972 §$ 4,136 
Work i Fe SS eS 3,930 4,316 
SSS ES Sa 15,289 15,895 
$22,191 $24,347 

nt assets consisted of. 
ET) ee a re era $ 2,241 § 1,969 
SS Ss eee 3,731 4,819 
rent, deposits.and other... 5... ss snes tees 3,154 4,375 
$ 9,126 $11,163 
liabilities consisted of: 
employee benefit costs... ........csceeeeeeeueens $10,493 $ 8,508 
PE OMDOIGS ca ipa ccc. c ek. tess eee 4,100 3,010 
Accrued acquisition costs 

includi $9, 000 paid on January 3, 1991) ................ 11,049 50 
and land reclamation costs............-++--00- 1,618 2,350 
6 SS eee eee 1,964 Ta25 
Se SS SS eee 8,855 8,983 
$38,079 $24,026 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
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Note 11-Industry Segment Information 


The Company operates principally in three business segments, primarily in the United States, 
as follows: 

Energy Services. The Company provides onshore contract drilling services; offshore workover, 
well completion and contract drilling services; and specialized oil field services and equipment 
and operates bulk liquid storage and other terminal facilities. 

Oil and Gas. The Company is engaged in the exploration for and development and production 
of oil and natural gas. 


Coal Mining. The Company’s coal operations are conducted through Colowyo. The 
Company's interest in Colowyo and other 50%-owned partnerships holding coal leases in 
Colorado is accounted for under the equity method of accounting. 


Financial information by industry segment follows: 


1990 1989 1988 
Revenues 
ee ae $386,274 $277,753 $252,952 
oo Se SS ee 103,940 94,518 86,201 
ee Be ee es 8,964 18,405 16,813 
e) WRSSa e oe Son eee ___ 1,663 __ 2,038 2,038 
$500,841 $392,714 ; $358,004 
Operating Profit (Loss) 
te SS $ 7,151 $(22,292) $(16,860) 
(eo) pO 2 See oe i oe eae 28,335 26,049 24,477 
aa eee 8,867 18,001 16,210 
7 pS SS SS =— 1,663 —— 2,088 — = =2,008 
46,016 23,796 25,865 
General corporate expenses .........0eeeeuneee (7,383) (7,641 (6,743) 
eS ee ee (5,681) (3,100 — 
Income before income taxes, minority interest and 
cumulative effect of accounting change......... $ 32,952 $ 13,055 §$ 19,122 
Identifiable Assets 
Ce SOP WICOS asa odes ves 50 cicada nes $608,031 $509,873 $469,499 
oof). eS ee eo 262,073 279,775 268,155 
en ee Se ee ee 19,282 19,859 17,935 
Capers =... ee ee 1,637 1,662 1,407 
$891,023 $811,169 $756,996 
Capital Expenditures 
Se See $110,396 $71,259 $ 29,172 
SS SE 29,822 47,253 36,069 
eS SS ee 78 116 1,008 


$140,296 $118,628  $ 66,249 


OS SS SS $ 38,084 $ 32,025 $ 27,982 
2 SSS eS eS 37,614 34,152 30,950 
SS SSS SSeS Se ee 276 314 269 


$ 75,974 $ 66491 §$ 59,201 


Intersegment sales of $2,260, $1,957 and $2,144 in 1990, 1989 and 1988, respectively, 
are at prices comparable to unaffiliated customer sales and are eliminated from total reve- 
nues. Most intersegment sales are made by the Energy Services segment to the Oil and Gas 
segment. 


the Company’s business activities are with industry partners on a worldwide basis. 
s are generally per industry standards and on a short-term basis. 


Note 12-Acquisitions 


, the Company acquired the rental tool assets of Land & Marine Rental Company, 
of Tesoro Petroleum Corporation, for $15,000. Other assets acquired during 
led 12 onshore and two offshore drilling rigs and related equipment, as well as 
and gas properties. 


quisitions in 1989 included three offshore jackup rigs for $17,047; 14 land rigs 
a storage terminal facility for $8,200; and oil and gas properties for $32,226. 


mber 1988, the Company acquired in a purchase transaction a jackup drilling 
reavy-duty platform drilling rigs and related assets from Huthnance International, 
nance”) for $3,293. The Company also provided Huthnance with a $3,700 
loan due in February 1994, entered into a contract to manage Huthnance’s 
remaining deep-water jackup drilling rig until February 1994 and was granted an option, 
exercisable from February 1994 through February 1996, to purchase that rig for $21,000. 


31, 1990. The Company's operations would not have been materially affected 
had this purchase taken place on January 1, 1988. 


Note 13-Minority Interest 

At December 31, 1990, GEC owned all the outstanding voting preferred stock and 99.45% 
of the common stock of Grace Drilling, including 32.55% of Grace Drilling’s common stock, 
previously held by minority shareholders, that the Company repurchased in May 1990. 
Minority interest i in losses of subsidiary included in the Consolidated Statement of Income in 
1989 and 1988 represents the losses of Grace Drilling attributable to the minority share- 
holders. As the minority shareholders’ proportionate share of Grace Drilling’s equity was 
eliminated as of December 31, 1989, all of Grace Drilling’s subsequent losses have been 


reported by the Company. 


Note 14-Commitmants and Contingencies 


Two lawsuits are pending against Grace Petroleum Corporation (“Grace Petroleum”), the 
Company's oil and gas subsidiary, and Grace in connection with a 1981 partnership spon- 
sored by Grace Petroleum. These lawsuits allege that Grace Petroleum invested excessive 
amounts of the partnership’s funds in deep drilling activities in the Anadarko Basin. The 
plaintiffs in these lawsuits seek to recover their investments in the partnership (approximately 
$5,500) unspecified punitive damages. Although neither case has been scheduled for 
trial, a trial of one of these lawsuits is expected to begin in 1991. While the Company believes 
these lawsuits to be without merit, no assurance can be given as to their outcome. 


Certain owners of working interests in gas wells operated by Grace Petroleum brought 
suit against Grace Petroleum and one of its customers in December 1989, claiming that 
Grace m settled certain gas contract disputes with the customer on their behalf with- 
out au The amended complaint seeks compensatory damages in excess of $6,000 
plus in and punitive damages of not less than $30,000. Grace Petroleum denies that it 
settled or released plaintiffs’ claims against the customer and intends to vigorously defend its 


position. | 
The pany is also involved in various other lawsuits, claims and proceedings arising 
from the c of its business which are not expected to have a material effect on the 


Company’s consolidated financial position or results of operations. 


The following information is included pursuant to the disclosure requirements of FAS 69, 
“Disclosures about Oil and Gas Producing Activities.” 


Proved reserves are those quantities of crude oil, natural gas and natural gas liquids 
which, upon analysis of geologic and engineering data, appear with reasonable certainty to 
be recoverable in the future from known oil and gas reservoirs under existing economic and 
operating conditions. Proved developed reserves are reserves which can be expected to be 
recovered through existing wells with existing equipment and operating methods. Proved 
undeveloped reserves are reserves which are expected to be recovered from new wells on 
undrilled acreage or from existing wells where a relatively major expenditure is required for 
recompletion. 


Oil and Gas Reserve Data. The following tables present the estimated proved oil and gas 
(including condensate, gas liquids and sulfur) reserves. Oil and gas reserves cannot be pre- 
cisely measured; accordingly, the following estimates are subject to future revision. 


Oil (MBbis) 
1990 1989 1988 

Proved developed and undeveloped reserves 

Pi gs See EE SE 8,062 7,574 7,374 

Revisions of previous estimates ..............0005 276 (5) 538 

Purchases of minerals in place. ...............00. 199 1,353 40] 

Extensions, discoveries and other additions......... 918 309 535 

SS SS SS Se (1,209) (1,120) (1,182 

Sales of minerals in place .............0ee eee eee (781) (49) (92 

0 SE SS Se 7,465 8,062 7,574 
Proved developed reserves 

So) eS SS SS 6,722 6,386 6,53) 

TSS SSS SS ES 6,229 6,722 6,386 

Gas (MMCF) 
1990 1989 1988 

Proved developed and undeveloped reserves 

J SSS Se 213,152 208,045 189,807 

Revisions of previous estimates ................4- (8,031) 756 18,930 

Purchases of minerals in place.............-..4+- 6,090 23,895 13,631 

Extensions, discoveries and other additions......... 26,012 10,069 11,450 

WSHCHOR 55 5s tas Ss ws es SS (29,225) (28,420 (23,783) 

Sales of minerals in place ........-.ceeeeeereeee (4,395) (1,193 (1,990) 

Be ot SS SS 203,603 213,152 208,045 
Proved developed reserves 

2 SiS pS SS Se ee 190,636 179,126 176,378 


December: 31. 5. wisss sen sees pees eee 177,835 190,636 179,126 


Capitalized Costs Relating to Oil and Gas Producing Activities. Aggregate capitalized costs 
relating > oil and gas exploration and production activities and related accumulated depre- 
ciation, depletion and amortization were as follows: 


1990 1989 


26S wiaas See eS $ 642,345  §$ 667,417 

Nonproducing leasehold costs...........200.eeeeeeeeeeees 9,000 10,626 
651,345 678,043 

Accumul depreciation, depletion and amortization........ (425,583) (440,295) 


$ 225,762  §$ 237,748 


Costs incurred in oil and gas property acquisition, — and development activities 
were as follows: 
Proved 
Property Nonproducing 
Acquisition Leasehold Exploration Development 
Costs Costs Costs Costs 


iat ys fev bs SS $ 9,477 $2,004 $5,991 $16,594 
iigtf ge SS Se 29,155 3,071 4,059 14,102 
SS Se : 4,088 8,207 


eC ee 


ee 
et es 
ee eww eee 


ee ee 


$20,017 


So  — 
general corporate and administrative activities, interest or sales of producing properties. 


Measure of Discounted Future Net Cash Flows and Changes therein Relating 
Oil and Gas Reserves. Pursuant to the provisions of FAS 69, future cash inflows 
computed by applying year-end prices to estimated future production from esti- 
~end reserves of oil, gas, natural gas liquids and sulfur. 


yre production and development costs consist of expenditures estimated to be incurred 
ing and producing the year-end reserves, based upon year-end costs. 


AL O!I!tL AND GAS I[NFORMATION 
) 


Future income tax expense has been computed by applying year-end statutory tax rates 
to future pretax net cash flows, reduced by the tax basis of the properties involved. 


A 10% discount rate, as required by FAS 69, has been used to reflect the timing of future 
net cash flows relating to proved oil and gas reserves. 


The Company believes that the following factors should be taken into account in 
reviewing the following disclosures required by FAS 69: (1) future costs and selling prices will 
probably differ from those estimated in these calculations; (2) due to future market conditions 
and governmental regulations, actual rates of production achieved in future years may vary 
significantly from the rate of production assumed in the calculations; (3) use of a 10% dis- 
count rate is arbitrary and may not be reasonable as a measure of the relative risk inherent 
in realizing future net oil and gas revenues; and (4) future net revenues may be subject to 
different rates of income taxation. 


SSS) SS] SSS]. == 
Fulure cag MNOWS 5 as ess on oe one seed $ 671,640 $646,539 $642,548 
Future production and development costs....... (224,172) (211,108) = (196,251) 
Future income tax expenses............00000% (105,078) (95,347) _(102,913) 
Future net cash flows ........--0+--eeeeeeeee 342,390 340,084 343,384 
10% annual discount for estimated timing of 

future net cash flows..........eeee eee eeee 108,443} 108,253) _(117,204) 
Standardized measure of discounted future 

i SS ee $ 233,947 $231,831 $226,180 
Sales of oil and gas produced, net of 

EROCICNON GOSS $6 5 posse 09-0 Ss oe eves $ (72,519) $ (62,999) $ (59,193) 
Net changes in prices and production costs ..... 22,628 (11,551) 12,570) 
Revisions of previous reserve quantity 

Pe. eee (6,756) 852 25,172 
Extensions, discoveries and improved recovery, 

SS SS EE 36,298 12,316 15,831 
Development costs incurred during period ...... 11,981 11,449 6,288 
Net change due to purchases and sales 

of reserves in place. ..............e00000e: 1,878 28,524 21,380 
rr ee 2s SS SS 23,183 22,618 22,168 
Net change in income taxes................. 8,703) 2,071 (7,375) 
a a 5,874) 2,371 (7,199) 


Changes in standardized measure of 
discounted future net cash flows ............ ee oe 


MANAGEMENT’ S DISCUSSION AND ANALYSIS 


: 
The following table sets forth financial information concerning the Company’s operations for the three years ended December 31, 1990. 
Years Ended December 31, 
E 1990 1989 1988 
Revenues — thousands (except per share) 
Energy Services 
SS SSS SS SS SS Se $149,968 $109,231 $ 92,699 
Se SSS SSS SS SSS 64,649 45,509 32,490 
Specialized services and equipment ............2ce-e cece ecreccceereeeeees 148,543 104,075 110,254 
Se a ree 23,114 18,938 17,509 
: 386,274 277,753 252,952 
OIRO Se oe a oe EERE EE PERS EIS + os SS 103,940 94,518 86,201 
SS 8,964 18,405 16,813 
KS. SS SS 1,663 2,038 2,038 


$500,841 $392,714 $358,004 


Operating profit (loss) (before depreciation, 
depleti a tear fosion 


Energy 
Onshore drilling eee $ 1,765 $ (9,924) $(10,184) 
Sworkover- ond dling. 9,968 5,581 3,899 
Specialized services and equipment ..... 2.2.5... cece cece cece ceeeeceeeees 23,526 5,944 9,800 
Si eee eS eee a 9,976 8,132 7,607 
: 45,235 9,733 11,122 
2 — OSS 65,949 60,201 55,427 
SS SSS ee aa EEE 8,867 18,001 16,210 
SSS SS SS SS SS —EE—SESEESSSES 1,663 2,038 2,038 
ee 7,107) (7,327) 6,474) 
= 114,607 82,646 78,323 
Depreciation, Gepistion-cnd OMOrNZGNON =r ie Ses sc ss ss (75,974) (66,491) (59,201) 
Interest expense 5S ae ——E_L_S (5,681) (3,100) = 
income before income: tenes «5 users teens cep ree tes gEeReERESee Et ctecsieeeeses 32,952 13,055 19,122 
Income taX PFOVISION 0... sec e cree eee eee e ee ee eee en been eee ress eee eeeeeees 10,476 1,112 7,314 
Income before Minority INtCrest. acs sce eee eveevssveveeuSNCES Ur rresrteserent 22,476 11,943 11,808 
Minority interest in losses of subsidiary... ....+sececvevsveeesusersetuensnseusues _ 11,476 9 932 
Income before cumulative effect of accounting change.........eeecevceeeeersveess 22,476 23,419 21,740 
Cumulative effect of change in accounting for income taxes .....++0+secereeecueees — = 13,311 
a $ 22,476 § 23,419 §$ 35,051 


Pro — SS EE SESEPS. SS SSS $ 23,617 $ 19,866 
Earnings pe SS SSS eee $ 2 96 (a) $ 81 (a) 


eo pe eS ee 24,570 24,570 24,570 


iation, depletion and amortization 
Onshore drilling SS ——————_———————— $ 20,879 $ 19,042 $ 17,223 
i Se ee 4,414 2,826 1,380 


a 10,277 8,183 7,550 

SS Se SEE 2,514 1,974 1,829 
—————SEEeE—EeE—E———————————EEESS eee 37,614 34,152 30,950 
ae Sh ee Cee So 276 314 269 


$ 75,974 $ 66,491 $ 59,201 


ee een eis FORE Ee ee tk eee 1988 and to exclude the 
of the change in accounting for income taxes in 1988. See “Pro Forma Adjustments” in Note 2 to the Consolidated Financial Statements. 
(b) Reflects See ee er ned eas dot te on ciutn ot hebise cae eae 909 cad Oe 


MENT‘'S DISCUSSION AND ANALYSIS 
UED) 


The following discussion should be read in conjunction with the Consolidated Financial 
Statements on pages 16-29 and the tables on pages 4, 9 and 10. 


RESUS OF OPERONS eS ee 
Revenues have increased 40% over the 1988-1990 period despite the effect of the bankruptcy 
of a long-term contract customer of Colowyo in March 1990. Profit before depreciation, 
depletion, amortization, interest, minority interest and taxes (“operating profit”) increased 
47% over the period, led by Energy Services operations. The increased 1990 operating profit 
was offset by various factors, including the negative impact of two noncash items that caused 
net income to decrease 4% from 1989: a 14% increase in depreciation, depletion and 
amortization resulting from increased activity and acquisitions and the 1990 absorption of all 
of Grace Drilling’s net losses after extinguishment of the former minority interest in that sub- 
sidiary. Also, 1989 net income was favorably influenced by a low effective tax rate, and net 
income in 1988 was favorably affected by the minority interest’s absorption of a portion of 
Grace Drilling’s operating losses and by the cumulative effect of adopting FAS 96. 


REVENUES 

Energy Services. Assisted by an overall increase of 16% in active rigs for U.S. onshore and 
offshore drilling markets, revenues from Energy Services increased 39% in 1990 over 1989. 
Revenues from Energy Services increased 10% in 1989 over 1988 despite a 7% decrease in 
overall rig activity. All Energy Services operating units experienced strong revenue increases 
in 1990 over 1989, while Grace Drilling and Grace Offshore Company (“Grace Offshore”) 
operations were primarily responsible for the 1989 increase over 1988. 

Onshore drilling. Grace Drilling’s revenues increased 37% in 1990 over 1989 due 
to improved rig utilization (41% versus 33% in 1989) and an 11% increase in average day 
rates. Revenues in 1989 increased 18% over 1988 due to improved rig utilization from 
increased market share, partially offset by a slight decrease in day rates. 

Offshore workover and drilling. Offshore workover and drilling revenues 
increased 42% in 1990 over 1989, primarily due to a larger drilling fleet and improved drilling 
rig operations; utilization increased to 93% from 76%, and average day rates increased 17% 
over 1989. Revenues from workover operations also improved; utilization increased to 57% 
from 51% and average day rates increased 7% over 1989. Two additional jackup rigs were 
purchased in December 1990 for $22.9 million and are expected to begin operations by the 
second quarter of 1991. In 1989, revenues increased 40% over 1988 primarily due to a 
larger drilling fleet, offset by weaker conditions in 1989 for workover operations. 

Specialized services and equipment. Revenues of Homco International, Inc. 
(“Homco”) increased 43% in 1990 over 1989 due to improvements in substantially all service 
and product lines (particularly tool rental and fishing and cutting businesses), reflecting the 
overall increased level of drilling and workover rig activity, improved market share and the 
strategic acquisition of the oil field rental assets of Land & Marine Rental Company in May 
1990. In 1989, revenues decreased 6% from 1988 as a direct result of the general decrease 
in industry drilling activity. On March 1, 1991, Homco acquired the operating assets of the 
Drill-Rite Division of Computalog Ltd. for approximately $6.8 million. These assets will be 
used in fishing and cutting and pipe recovery wireline services in Canada, and those in excess 
of Homco’s needs in Canada will be redeployed throughout Homco’s 92 worldwide service 
locations. 

Storage. Revenues of Support Terminal Services, Inc. (“ST Services”) increased 22% 
in 1990 and 8% in 1989 over the respective prior-year periods due to added capacity in 1990 
(primarily from the acquisition in late December 1989 of a storage terminal contiguous to 
the Company’s facility in Texas City, Texas), as well as increased tankage utilization and better 
pricing in both comparative periods. 


| 


Oil and Gas. Exclusive of gas contract settlements of $8.8 million, $7.3 million and $6.2 million 
in 1990, 1989 and 1988, respectively, Grace Petroleum’s revenue increased 9% in both 1990 
and 1989 over the respective prior years. Gas production increased in both 1990 and 1989 
over the year earlier periods: 3% in 1990 over 1989 and 20% in 1989 over 1988. Oil pro- 
duction inc 8% in 1990 over 1989 and decreased slightly in 1989 compared with 1988. 
ction increases in 1990 and 1989 and the oil production increase in 1990 
arily from acquisitions of properties along the Gulf Coast of Texas and Louisiana 
1989 and the purchase of additional working interests in 35 wells in Michigan in 
1990. However, despite increased gas production, two consecutive unusually warm 
resulted in a continuation of the “gas bubble” which, along with lower sales 
rice, long-term gas contracts (discussed below), has decreased Grace Petroleum’s 
prices from $2.52 per MCF in 1988 to $2.27 in 1989 and to $2.13 in 1990. Gas 
prices have decreased further in the first quarter of 1991 and, in the short term until this trend 
reverses, these decreases will adversely affect Grace Petroleum’s revenues. Average oil prices 
have increased from $14.51 per barrel in 1988 to $17.71 in 1989 and to $22.07 in 1990; 
the 1990 increase resulted from temporary price increases, reflecting the uncertainty of future 
supplies from the Middle East. However, as gas production totaled approximately 81%, 81% 
and 78% ofthe Company's production on an oil equivalent basis in 1990, 1989 and 1988, 
respectively, these increased oil prices have not resulted in revenue increases sufficient to 
totally offset the effect of the lower gas prices discussed above. Pretax gains on dispositions 
of Sirhan or properties were $3.0 million in 1990, or approximately $2.5 million 


under hig 
average 


greater such gains in 1989. 

A significant portion of the Company’s gas production is currently sold under long-term 
contracts at prices higher than the corresponding local market-responsive prices otherwise 
received by the Company. Because of declines in production from the fields covered by these 
contracts, the Company anticipates that (1) over the next five years, the portion of oil and 
gas revenues attributable to these contracts will decrease from the 1990 level of 42% to an 
estimated 14%; (2) the portion of total gas production represented thereby will decrease from 
the 1990 level of 22% to an estimated 8%; and (3) the Company’s average gas sales price 
will become more reflective of market prices. The Company expects to offset any resulting 
decrease in total revenue by increasing production in other areas. 


Coal a Equity in earnings from coal mining operations (representing the Company’s 
50% pa hip interest in Colowyo) decreased 51% in 1990 from 1989. As discussed in 
greater detail below, this decrease was caused by a significant decrease in the price received 
from Colorado. Ute due to its bankruptcy; additionally, tonnage sold decreased 6% in 1990 
from 1989 primarily due to decreased spot sales to Colorado-Ute. Revenues increased 9% 
in 1989 over 1988 due to a 6% increase in tonnage sold and a 4% increase in selling prices, 
both primarily resulting from favorable spot sales. 

On March 30, 1990, Colorado-Ute filed a voluntary bankruptcy petition under Chapter 
11 of the federal bankruptcy law. In April 1990, Colowyo reached an interim agreement to 
continue to supply coal to Colorado-Ute. Under this agreement and subsequent extensions, 
Colowyo has provided coal in the amounts specified in its long-term contract with Colorado- 
Ute, but at current spot market prices rather than the higher price specified in the long-term 
contract. The principal terms of the interim agreement have been extended through 

March 31, 1991, and it is anticipated that further extensions of the interim agreement will be 
granted il the bankruptcy is resolved. The difference between the spot market price and 


uch claim may not be fully recoverable. At December 31, 1990, Colowyo had filed 
ition claim with the bankruptcy court for $23.1 million {including the royalties and 


32% of Colowyo’s 1990 tonnage sold and are expected to represent 
33% of 1991 tonnage sold. 


MENT’'S DISCUSSION AND ANALYSIS 
UED) 


At December 31, 1990, Colorado-Ute owed Colowyo $18.9 million for federal coal lease 
royalties and interest passed through to Colorado-Ute under its long-term contract. These 
royalties, as well as those applicable to other customers, were the subject of a dispute with 
the BLM related to a 1984 royalty increase. In October 1990, the United States Supreme 
Court refused to hear the case, terminating the dispute. Colowyo collected the royalties and 
interest related to its other long-term contract customers prior to year-end 1990 and remitted 
such amounts to the BLM. It is anticipated that Colowyo will pay Colorado-Ute’s portion of 
these previously accrued royalties and interest in March and April 1991. The amount collect- 
ible from Colorado-Ute for the royalties and interest will be determined in accordance with 
the plan of reorganization in Colorado-Ute’s bankruptcy proceedings, and there is no assur- 
ance that Colorado-Ute will pay its full $18.9 million share of the uncollected royalties and 
interest discussed above. In addition, while Colowyo expects that Colorado-Ute will continue 
to extend the interim agreement discussed above, there is no assurance that it will continue 
to honor its coal supply contract with Colowyo on its present terms or continue to extend the 
interim agreement. In addition, the Company cannot predict whether or to what extent any 
purchaser(s) of Colorado-Ute’s assets may assume the coal supply contract with Colowyo on 
its present or revised terms or Colorado-Ute’s obligation to pay its share of such royalties 
and interest. However, management is of the opinion that the Pre-Petition claim will be sub- 
stantially recovered and, accordingly, the Company does not believe a reserve against its 
$11.6 million share of the claim is appropriate. See Note 3 to the Consolidated Financial 
Statements. Pending completion of Colorado-Ute’s plan of reorganization and Colowyo’s 
collection of the Pre-Petition claim, the Company's $9.5 million share of the Colorado-Ute 
obligation to the BLM will be funded from operating cash flows and/or revolving credit 
advances from Grace (see “Liquidity and Capital Resources” below). 


Other. In May 1987, the Company sold its 50% interest in a drilling fluids business for cash 
and potential additional consideration, which the Company estimates will total approximately 
$10 million, in the form of credits against the cost of future purchases of products from the 
buyer. Other revenues in 1990, 1989 and 1988 reflected purchase credits of $1.7 million, 
$2.0 million and $2.0 million, respectively. 


OPERATING PROFIT 

Energy Services. Operating profit from Energy Services increased dramatically in 1990 over 
1989, to $45.2 million from $9.7 million, due to improvements in all operating units, particu- 
larly Grace Drilling and Homco. Energy services operating profit decreased 12% in 1989 
versus 1988, primarily due to a 39% decrease in operating profit of Homco. This decrease 
more than offset improvements in Grace Drilling, Grace Offshore and ST Services in 1989 
over 1988. 

Onshore drilling. Grace Drilling’s operating profit increased to $1.8 million in 1990 
versus a $9.9 million loss in 1989 primarily due to the increased revenues discussed above, 
improved margins and a favorable workers’ compensation insurance adjustment of 
$2.2 million ($1.4 million higher than 1989). Also included in the 1990 results were accruals for 
rig repositioning expense of $1.2 million ($0.2 million higher than 1989) and increased after- 
tax losses of $1.0 million in 1990 over 1989 relating to the partnership with FlowDril, dis- 
cussed in Note 9 to the Consolidated Financial Statements. The Company anticipates the 
partnership will continue to incur losses through at least 1991. 

The impact of Grace Drilling’s 1989 and 1988 net losses on consolidated net income was 
mitigated by the allocation of $11.5 million and $9.9 million in 1989 and 1988, respectively, 
to the minority shareholders’ interest in that subsidiary; however, as the minority share- 
holders’ equity in Grace Drilling was reduced to zero in late 1989, all 1990 and subsequent 
net losses are not allocable. Additionally, in May 1990 the Company purchased the shares 
of Grace Drilling previously owned by subsidiaries of Panhandle Eastern Corporation, 
increasing the Company’s ownership of this subsidiary to 99.45%. See Note 13 to the Con- 
solidated Financial Statements. 


o re workover and drilling. Grace Offshore’s operating profit increased 
79% in 1990 over 1989 due to improved drilling utilization and day rates discussed above. 
The improved drilling results were partially offset by decreased margins in workover rig 
operations, resulting from pricing pressures due to intense competitive bidding among con- 
tractors, h did not allow Grace Offshore to fully recover increases in salaries and wages 
and other direct costs. Such competitive conditions are expected to continue into 1991. 
Operating profit increased 43% in 1989 over 1988, reflecting favorable results from acquisi- 
tions of offshore drilling rigs in early 1989. 

Specialized services and equipment. Operating profit from Homco increased 
substantially to $23.5 million in 1990 versus $5.9 million in 1989. This increase resulted from 
revenue increases in substantially all service and product lines, increased market share par- 
tially due to the May 1990 Land & Marine acquisition, and a decrease in operating and gen- 
eral and administrative expenses as a percentage of revenues. Operating profit in 1989 
decreased 39% as compared with 1988, primarily as a result of depressed drilling activity 
itive pricing pressures, particularly during the first half of the year. A $1.7 million 
provision for a litigation settlement and plant relocation was recorded in 1989. 
je. ST Services’ operating profit increased 23% in 1990 over 1989 due to 
increased revenues from the terminal acquisition discussed under “Revenues” above. Oper- 
ating profit increased 7% in 1989 over 1988, in line with the 8% increase in revenues. 


Oil and Gas. Exclusive of gas contract settlements discussed in “Revenues” above, Grace 
Petroleum’s operating profit increased 8% in 1990 over 1989 and 7% in 1989 over 1988, in 
line with the increase in revenues in both periods. Two substantially offsetting pretax events 
in 1990 were a $3.0 million gain from the sale of oil and gas properties and $3.5 million in 
dry-hole charges ($2.1 million of which was incurred in the first quarter). 


OTHER MATTERS 

Depreciation, depletion and amortization increased 14% in 1990 as compared with 1989, 
primarily the result of acquisitions and increased activity as discussed above. The 12% increase 
in depreciation, depletion and amortization in 1989 over 1988 resulted primarily from 
increased production from higher-cost gas fields, the acquisition of oil and gas reserves and 
the addition of offshore drilling rigs. 

The Company's interest expense increased to $5.7 million in 1990 from $3.1 million in 
1989 due to increased net revolving credit advances from Grace, as well as a promissory 
note to Grace outstanding for all of 1990. The 1989 interest expense resulted from net 
revolving credit advances from Grace that were interest-bearing subsequent to March 31, 
1989 and the issuance of the promissory note to Grace in June 1989. See “Liquidity and 
Capital Resources” below and Notes 5 and 8 to the Consolidated Financial Statements. 

The pany’s effective tax rates were 32%, 9% and 38% in 1990, 1989 and 1988, 

r ively. The 1990 and 1989 effective rates are lower than the federal statutory rate pri- 
marily due to favorable adjustments of estimated income tax liabilities of prior years of 

$0.7 million in 1990 and $1.8 million in 1989 and the tax effect of statutory depletion of 
$1.1 million in 1990 and $1.4 million in 1989. The higher 1988 effective rate resulted from 
the effect of foreign and state taxes, which more than offset the tax effect of statutory deple- 
tion. See Note 6 to the Consolidated Financial Statements. 

rate expenses increased 13% in 1989 over 1988, partially due to compensation 
expense jated with the exercise of W. R. Grace & Co. stock appreciation rights held by 
Company employees. 

The Company adopted FAS 96, “Accounting for Income Taxes,” on a prospective 
basis ive January 1, 1988. The cumulative effect of this change was to increase the 
Company's net income by $13.3 million in 1988. See Note 6 to the Consolidated Financial 
Spee: 


At VLEET PEE EP TE 


NT‘S DISCUSSION AND ANALYSIS 
dD) 


Certain health care and life insurance benefits are provided to retired employees of the 
Company. Substantially all employees become eligible for these benefits if they have met 
certain age and service requirements at retirement. The Company currently recognizes the 
costs of these benefits on a cash basis. In December 1990, FAS 106, “Employers” Accounting 
for Postretirement Benefits Other Than Pensions,” was released. FAS 106 concluded that 
postretirement benefits represent a form of deferred compensation and these obligations 
should be recognized on an accrual basis. The Company will be required to adopt the pro- 
visions of FAS 106 in its 1993 financial statements but could adopt it earlier. The adoption of 
this Statement will decrease the Company’s earnings in the year of adoption and subsequent 
periods but will not affect cash flow. The Company is assessing the impact of the adoption of 
this Statement on its earnings and financial position, but an accurate estimate of such impact 
cannot be determined until additional information is available. 


LIQUIDITY AND CAPITALRESOURCES 
The Consolidated Statement of Cash Flows reports how cash was generated and used during 
the 1988-1990 period. In 1990, cash provided by operating activities totaled $104.3 million. 
The major sources of funds were net income of $22.5 million and noncash provisions for 
depreciation, depletion and amortization of $76.0 million. 

Cash used in investing activities amounted to $129.7 million in 1990, The Company plans 
to continue to selectively acquire businesses and assets and to increase its focus on oil and 
gas exploration and development activities rather than acquisitions of oil and gas properties. 
Management anticipates that these expenditures will be funded principally from cash flows 
from operations. 

Cash provided by financing activities, representing net revolving credit advances from 
Grace and changes in other long-term debt, totaled $25.4 million in 1990. 

Working capital (current assets less current liabilities) was $44.6 million at 
December 31, 1990 versus the prior-year level of $53.3 million. The ratio of current assets to 
current liabilities was 1.4 to 1 at December 31, 1990 and 1.6 to 1 at December 31, 1989. 

Long-term debt as a percentage of total capital (“debt ratio”) was 16% at 
December 31, 1990 compared with 12% at December 31, 1989. This debt is primarily pay- 
able to Grace and at December 31, 1990 consisted of (1) $63.3 million borrowed under a 
revolving credit line of $100 million that Grace has agreed to make available to the Company 
until March 31, 1992 and (2) the $27.2 million promissory note, which is payable on demand 
after March 31, 1993. See “Revenues - Coal Mining” for discussion of the payment of the 
Company’s $9.5 million share of the Colorado-Ute obligation to the BLM. The Company 
believes the terms of the revolving credit line and the promissory note could be extended or 
additional long-term financing from sources other than Grace could be obtained if necessary. 


EFFECTS OF INFLATION 


In the opinion of management, inflation has not had a material effect on the Company's 
financial position, as activity in the energy industry has been depressed since 1981 due to 
reduced demand, lower prices for oil and gas and an oversupply of drilling equipment. The 
impact of inflation on the Company in the future will depend on the relative increases, if any, 
that the Company sustains in its contract rig rates, oil field services and equipment operations 
and the selling price of its oil and gas. 


TED QUARTERLY FINANCIAL DATA (UNAUDITED) 
ds (except per share) 
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(a) Certain pro forma adjustments for interest expense and general and administrative expenses have been made as if the Company’s initial public offering were 
as of the beginning of 1988. See “Pro Forma Adjustments” in Note 2 to the Consolidated Financial Statements. 


SELECTED FINANCIAL DATA {UNAUDITED ) 


$ thousands (except per share) 
1990 1989 1988 1987 1986 
Statement of Income Data 
RONONOOS 25 nas 5 a5 a a5 55 Sa i ae a Se bs 8 $500,841 $392,714 $358,004 $310,732 $ 266,921 
Income before minority interest and cumulative effect 
of accounting change (oc) .........eeee eee ee cere $ 22,476 $ 11,943 $11,808 $ 2,407 $(185,233) 
Minority interest in losses of subsidiary ........-...++5 _ 11,476 9,932 7,875 9,125 
Cumulative effect of change in accounting 
ee SS _ _ 13,311 = — 
Net income {lots} 55.25 sis seas cree oes $ 22,476 $ 23,419 $ 35,051 $ 10,282 $(176,108) 
Pro forma net income 
Net income as reported .........0-. eee ee eee eeeees $ 23,419 $ 35,051 
Cumulative effect of accounting change (b) .........++ — (13,311) 
Pro forma adjustments (c) .....seccenevacveneecenns 198 (1,874) 
DoE ORS SSE $ 23,617 $ 19,866 
Earnings per share 
Net income as reported ..............---+ee0eee:: $ os = SS 
Cumulative effect of accounting change (b) ..........- _ _ (.54) 
Pro forma adjustments (c) ...... eee eeeeeeeeeeeeeeee _ 01 (.08) 
Earnings per share (pro forma in 1989 and 1988) ..... $ 5 2 SS . ae: 81 
Balance Sheet Data 
So. SSS SSS eee $ 44,559 §$ 53,300 $ 49,146 $ 57,637 $ 48,122 
Properties and equipment at cost, net ............... 645,904 591,579 549,302 556,785 581,145 
a a te a a 891,023 811,169 756,996 756,053 794,881 
Long-term debt — primarily payable to Grace ........ 94,049 67,861 _ _ _ 
Shoreholdets OG 5 +5025 Ss es 578,327 555,378 560,855 535,768 616,029 


(a) The Company incurred a pretax write-down of $266,522 in 1986 related to the carrying value of certain of the Company's oil and gas properties, onshore and 
offshore drilling equipment, other service-related equipment and other assets, as well as the write-down of related goodwill. 
(b) Effective January 1, 1988, the Company adopted the methodology of FAS 96, “Accounting for Income Taxes,” pursuant to its tax allocation policy with Grace. 
See Note 6 to the Consolidated Financial Statements. 
{c) Certain Sepees= ee SS expense ond general and administrative expenses have been made af he Compas initial public offering were 
completed as of the beginning of 1988. See “Pro Forma Adjustments” in Note 2 to the Consolidated Financial Statemen 


SHAREHOLDER 


Market Data 

Principal Market: New York Stock 
Exchange 

Ticker Symbol: GEG 

Listing Date: August 18, 1989 


Common Stock Prices - Composite 


High Low Close 

1990 

First quarter....$24% $22 $227% 
Second quarter . 23 15% 18% 
Third quarter... 22% 17% 20% 
Fourth quarter.. 21% 115% 17% 
1989 

Third quarter 

(partial) ..... 2444 22% 24 

Fourth quarter.. 24% 20% 24% 


Shares Outstanding on 
December 31, 1990: 24,570,000 


Shareholders of Record on December 31, 
1990: 50 (The number of shareholders of 
record does not include those share- 
holders whose shares are registered in 
the name of a broker, bank or nominee.) 


In the third quarter of 1989, Grace 
Energy Corporation completed an initial 
public offering of 4,070,000 shares or 
16.6% of the outstanding common stock. 
At December 31, 1990, W. R. Grace & 
Co. owned 83.4% of the outstanding 
common stock. 


Corporate Information 


Headquarters 
Two Galleria Tower 
13455 Noel Road 
Suite 1500 

Dallas, Texas 75240 
(214) 770-0200 


Shareholder Inquiries and SEC 
Reports 

Questions or requests for the Company’s 
Annual Report on Form 10-K and Quar- 
terly Reports on Form 10-Q may be 
directed to the Vice President - Investor 
Relations, Corporate Headquarters, or 


call (214) 770-0200. 


Annual Meeting of Shareholders 
Tuesday, May 21, 1991, 2:00 p.m. 
Grand Kempinski Dallas 

15201 Dallas Parkway 

Dallas, Texas 75248 


INFORMATION 


Independent Accountants 
Price Waterhouse 

1700 Pacific Avenue, Suite 1400 
Dallas, Texas 75201 

(214) 922-8040 


Transfer Agent 

NCNB Texas National Bank 
Shareholder Services 

901 Main Street 

Dallas, Texas 75202 

(214) 508-1740 


Directors 


J. P. Bolduc 
President and Chief Operating Officer 
W. R. Grace & Co. 


Edwin C. Broun, Jr. 
President 

Broun Energy Services, 
energy services consulting firm 


J. Peter Grace 
Chairman and Chief Executive Officer 
W. R. Grace & Co. 


Donald E. Grimm 
President 
Grace Energy Corporation 


Edward L. Hutton 

President and Chief Executive Officer 
Chemed Corporation, 

specialty chemical manufacturer 


Thomas P. Moore, Jr. 

Vice President 

State Street Research & Management 
Company, investment advisors 


D. Walter Robbins, Jr. 
Consultant to W. R. Grace & Co. 


J. R. Wright, Jr. 
Vice Chairman 
W. R. Grace & Co. 


Officers 

J. Peter Grace* 

Chairman and Chief Executive Officer 
J. P. Bolduc* 


Chairman of the Executive Committee 


Donald E. Grimm* 


President 


* Executive Officers 


Senior Vice Presidents 
Ben M. Alvord* 


President 
Gracoal, Inc. 


Lawrence G. Besson* 


Chief Financial and Administrative Officer 


Robert W. Cannon* 
President 
Grace Offshore Company 


Harry G. Fendrich* 
President and Chief Executive Officer 
Homco International, Inc. 


Fred T. Johnson* 


President 
Support Terminal Services, Inc. 
John P. McMillin* 


President and Chief Executive Officer 
Grace Petroleum Corporation 


Richard A. Zartler* 
President and Chief Executive Officer 
Grace Drilling Company 


Vice Presidents 
Richard H. Carl 


Human Resources 


James F. Carpenter 
Taxes 


J. Rod Clark 


Development 


Jesse L. Koontz 
Economic Analysis 


Ralph R. Mills 


Controller 


Barry L. Morris 


Investor Relations 


Burt S. Pearlman 
Financial Planning 


Anthony G. Riddlesperger 
Chief Counsel and Assistant Secretary 


Frank L. Ryan, II 


Finance 
Other Corporate Officers 


Gail Erickson 
Secretary and General Counsel 


Francis J. Brennan 
Treasurer 


Robert B. Lamm 
Assistant Secretary 


Francis J. Harkins, Jr. 
Assistant Secretary 


Gordon H. Chader 


Assistant Treasurer 


Grace Energy Corporation 
Two Galleria Tower 

13455 Noel Road 

Suite 1500 

Dallas, Texas 75240 


